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This report is part of a series of research pieces published by HBOS plc, highlighting savings and wealth trends in the UK. The Clerical Medical measure of pensioner inflation quoted in this research incorporates housing costs, which account for 25% of the average pensioner's expenditure. This measure differs from the ONS's published pensioner inflation measure which excludes housing costs.  
PENSIONER INFLATION OF 36% SINCE 1998
· Pensioners have seen an average rise of over a third (36%) in the cost of the goods and services they purchase over the past decade1 
· Rising housing costs (69%) have been a key driver behind pensioner inflation in the past ten years
· Alcoholic drinks & tobacco (45%) saw the largest increase in prices among non-housing items 
· Annual pensioner inflation (20.3%) has averaged 0.5 percentage points above retail price inflation (17.8%) over the past five years

· Average pensioner household expenditure has increased by 24% since 2001/02
· Food and non-alcoholic drinks take up a bigger proportion of the average pensioner household's spending compared to all households than any other category; 14% against 10% 
· Transport accounts for the lowest proportion of the average pensioner household's spending compared to all households; 11% against 14%
Key Findings

Pensioner inflation

Pensioner inflation of 36% over the past decade

New research from Clerical Medical shows that pensioners have seen the general price level of the goods and services they purchase rise by 36% in the last ten years; faster than the increase in Retail Price Inflation (32%). This trend is also reflected over the past five years, with pensioners seeing a rise of 20% compared with an 18% increase in Retail Price Inflation.
Rising housing costs2 have been a key driver behind pensioner inflation in the past decade with a 69% increase. Increases in council tax (89%) and repairs and maintenance (84%) were the key factors behind the rise in housing costs. Housing is the largest single expense facing pensioners, accounting for an average 25% of all expenditure (£63.65 a week). Housing represents a slightly smaller proportion of expenditure for pensioners compared to all households (27%).
1Based on the Clerical Medical measure of pensioner inflation

2Housing costs include: rent, Mortgage Interest Payments, depreciation, Council Tax and rates, Water & other charges, repairs and maintenance charges DIY materials, dwellings insurance and ground rent

Pensioner inflation has picked up markedly in the past two years. The price of goods and services bought by the typical pensioner household increased by 8.8% in the two years to 2008 Quarter 1.  
Pensioner inflation was above retail price inflation throughout the period between 2003 Q1 and 2007 Q1 before coming into line, at 4.0%, in 2008 Q1. Over the past five years, pensioner inflation has averaged 0.5 percentage points above retail price inflation (20.3% against 17.8%).
Alcoholic drinks & tobacco (45%) saw the largest increase in inflation among non-housing items over the last ten years. Transport (43%) and food and non-alcoholic drinks (29%) recorded the second and third highest inflation rates respectively. Clothing and footwear (-23%) was the only main category of expenditure where prices have fallen in the last ten years.

Pensioners' Spending Patterns

Average pensioner household expenditure up 24% since 2001/02. Pensioner households' average weekly expenditure has increased from £200.90 in 2001/02 to £249.83 in 2006. The biggest increase in expenditure has been on housing, up 33% from £47.74 in 2001/02 to £63.65 in 2006. Spending on recreation and culture has increased from £40.14 in 2001/02 to £52.45 in 2006 (31%) and spending on transport has increased from £22.32 to £28.35 in 2006 (31%). 

Food and non-alcoholic drinks account for the largest proportion of a pensioner's household budget (14%) relative to all households (10%), with pensioners spending an average £35.31 a week on food. Personal goods and services (including health) - also account for a larger proportion of a pensioner's household budget (11%) than for all households (9%), with pensioners spending an average £27.74 a week.
Transport accounts for the smallest proportion of a pensioner's household budget (11%) relative to all households (14%), with pensioners spending £28.35 a week. Recreation and culture also account for a slightly smaller proportion of a pensioner's household budget (21%) than they do for all households (23%), as do housing costs and clothing.

Changes in Spending Patterns 2001/02-2006

Between 2001/02 and 2006 there was only a modest change in spending patterns among pensioners, with all eight categories recording a change of no more than 2% in their share of the average pensioner's budget.  
Household goods and services account for a decreasing share of the average pensioner's budget, easing from 12% to 10% between 2001/02 and 2006.  However, average spending on household goods and services has still risen from £23.44 a week to £26.07 over the period. Food and non-alcoholic drinks and clothing and footwear also account for a falling share of the pensioner's average budget. 
Martin Ellis, chief economist of Clerical Medical, said:
"The average cost of living facing pensioners has risen by more than one-third over the past decade.  The cost of living for pensioners has increased by more than that for all households during the period, particularly in the last five years.

Higher housing costs have been the key factor behind rising living expenses, accounting for a quarter of the total average weekly expenditure of a typical pensioner household." 

Table 1: Clerical Medical Pensioner Retail Price Index Q1 1995 – Q1 2008 (Q1 1995 = 100)
	
	Clerical Medical Pensioner Retail Price Index
	Retail Price Index

	
	Index
	Annual Rate of Inflation %
	5 Year Rate of Inflation %
	10 Year Rate of Inflation %
	Annual Rate of Inflation %
	5 Year Rate of Inflation %
	10 Year Rate of Inflation %

	Q1 1995
	100
	-
	-
	-
	3.4%
	21.9%
	-

	Q1 1996
	103
	3.4%
	-
	-
	2.8%
	15.4%
	-

	Q1 1997
	106
	2.6%
	-
	-
	2.7%
	13.7%
	54.4%

	Q1 1998
	109
	2.5%
	-
	-
	3.4%
	15.5%
	54.5%

	Q1 1999
	112
	3.0%
	-
	-
	2.2%
	15.3%
	46.6%

	Q1 2000
	114
	2.3%
	14.5%
	-
	2.3%
	14.1%
	39.1%

	Q1 2001
	116
	1.7%
	12.6%
	-
	2.6%
	13.9%
	31.3%

	Q1 2002
	120
	3.1%
	13.1%
	-
	1.2%
	12.3%
	27.7%

	Q1 2003
	123
	2.8%
	13.4%
	-
	3.0%
	11.9%
	29.2%

	Q1 2004
	127
	3.3%
	13.8%
	-
	2.6%
	12.3%
	29.4%

	Q1 2005
	132
	3.4%
	15.0%
	31.7%
	2.2%
	13.3%
	29.2%

	Q1 2006
	136
	3.3%
	16.8%
	31.5%
	2.4%
	13.0%
	28.7%

	Q1 2007
	143
	4.9%
	18.9%
	34.4%
	4.5%
	16.7%
	31.1%

	Q1 2008
	148
	4.0%
	20.3%
	36.4%
	4.0%
	17.8%
	31.8%

	
	


Source: Clerical Medical/ONS
Table 2: Inflation by category of expenditure
	Category
	1 Year Growth in Prices
	5 Year Growth in Prices
	 10 Year Growth in Prices

	Food & non alcoholic Drinks
	5%
	15%
	29%

	Alcoholic Drinks, Tobacco
	3%
	18%
	45%

	Clothing & footwear
	-2%
	-9%
	-23%

	Housing (net), fuel & power, other (inc. fines, bank charges, gifts & holiday spending)
	5%
	50%
	81%

	Household Goods & services (inc. communication)
	3%
	11%
	20%

	Personal Goods & services (inc. Health)
	3%
	11%
	26%

	Transport
	5%
	23%
	43%

	Recreation & culture (inc. Education, Restaurants & hotels)
	1%
	0%
	5%

	RPI All items
	5%
	15%
	32%


 Source: ONS
Table 3 - Differences in Spending Patterns between pensioner households and all households, 2006

	Category
	Pensioner household total average weekly expenditure, £ per week
	All household total average weekly expenditure, £ per week
	% of pensioner household Total Average Weekly Expenditure
	% of all household Total Average Weekly Expenditure

	Food & non alcoholic drinks
	£35.31
	£46.90
	14%
	10%

	Alcoholic drinks, Tobacco
	£6.29
	£11.10
	3%
	2%

	Clothing & Footwear
	£9.96
	£23.20
	4%
	5%

	Housing (net), fuel & power, other
	£63.65
	£125.20
	25%
	27%

	Household Goods & services (inc. communication)
	£26.07
	£42.00
	10%
	9%

	Personal Goods & services (inc. Health)
	£27.74
	£41.90
	11%
	9%

	Transport
	£28.35
	£62.00
	11%
	14%

	Recreation & culture (inc. Education, Restaurants & hotels)
	£52.45
	£103.60
	21%
	23%

	Total
	£249.83
	£455.90
	-
	-


Source: ONS
Table 4 - Differences in Spending Patterns between 2001/02 and 2006 for pensioner households
	Category
	Pensioner household average weekly expenditure in 2006, £ per week
	Pensioner household average weekly expenditure in 2001-02, £ per week
	% of pensioner household Total Average Weekly Expenditure in 2006
	% of pensioner household Total Average Weekly Expenditure in 2001-02

	Food & non alcoholic drinks
	£35.31
	£30.43
	14%
	15%

	Alcoholic drinks, Tobacco
	£6.29
	£5.39
	3%
	3%

	Clothing & Footwear
	£9.96
	£9.71
	4%
	5%

	Housing (net), fuel & power, other
	£63.65
	£47.74
	25%
	24%

	Household Goods & services (inc. communication)
	£26.07
	£23.44
	10%
	12%

	Personal Goods & services (inc. Health)
	£27.74
	£21.73
	11%
	11%

	Transport
	£28.35
	£22.32
	11%
	11%

	Recreation & culture (inc. Education, Restaurants & hotels)
	£52.45
	£40.14
	21%
	20%

	Total
	£249.83
	£200.90
	-
	-


Source: ONS
Editors' notes:

Clerical Medical Measure of Pensioner Inflation

ONS publishes pensioner inflation for (1) single pensioner households and (2) pensioner couples, both excluding housing costs. This is a weighted average of the price index for categories of goods and services that a pensioner household typically buys. 

Estimates of the housing costs that (1) single pensioner households and (2) pensioner couples face are published in ONS's Family Spending publication (table 2.7), estimated from the Expenditure & Food Survey (EFS). From the average level of housing costs that pensioners face, the appropriate weightings for housing costs can be deduced.

The Clerical Medical measure of Pensioner inflation is then calculated as the weighted average of ONS's pensioner inflation excluding housing costs plus housing costs with pensioner expenditure on non housing costs and the housing costs facing pensioners, used as weights.

The level of inflation for all pensioner households was calculated as the weighted average of single pensioner household inflation and pensioner couple household inflation, with the number of single pensioners and pensioner couples used as weights.

Pensioners' Spending

Estimates of pensioner expenditure were taken from ONS's Family Spending publication. The 2006 data quoted in this press release is the latest available data from ONS. 

Housing Costs

Housing costs include: rent, Mortgage Interest Payments, depreciation, Council Tax and rates, Water & other charges, repairs and maintenance charges DIY materials, dwellings insurance and ground rent.
Expenditure on rents and council tax are published net of rent rebates and council tax rebates. The rents and council tax component of the price index is gross rents and council tax. Any inconsistency this introduces to the figures is viewed as minimal.

A key component of housing costs is 'depreciation'.  This is defined by ONS as representing "the notional amount needed to be put aside to cover large infrequent renovations required to make good deterioration and obsolescence, and does not include routine repairs and maintenance". ONS assumes that the depreciation component of retail price inflation moves in line with house price inflation.
About Clerical Medical

 
Clerical Medical, founded in 1824, is an award-winning provider of pensions and investments.  Personal pensions and investment bonds are provided to consumers through independent financial advisers.  Clerical Medical is part of HBOS, the number one provider of new investments in the UK.

"This report is prepared from information that we believe is collated with care, however, it is only intended to highlight issues and it is not intended to be comprehensive.    We reserve the right to vary our methodology and to edit or discontinue/withdraw this, or any other report.  Any use of this report for an individual's own or third party commercial purposes is done entirely at the risk of the person making such use and solely the responsibility of the person or persons making such reliance.  © HBOS plc all rights reserved 2008."
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